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VENTURE CAPITAL FUNDRAISING ACTIVITY (1) 

Venture capital management firms enjoyed their greatest fundraising уеаг ever in 1996. 
Commitments of capital to independent venture capital firms set a new record of $6.6 
billion, according to The Private Equity Analyst newsletter, based in Wellesley, 
Massachusetts. That figure represents a leap of 41.1% from the $4.7 billion of 1995, also 
a record. Sixty-seven firms raised capital last уеаг, slightly fewer than the 72 from the 
prior уеаг. 


Commitments to Venture Capital 



This surge in newly available capital resulted from several favorable factors: 

• Institutional investors and high-net worth families continued to allocate increasing 
percentages of their total assets to altemative investments of all types. Last уеаг, 
these investors grew increasingly concerned about the amount of capital going to 
leveraged-buyout funds and the possibility of a repeat of the LBO “meltdown” of 
1988-89. Venture capital, on the other hand, continued to be perceived as an 
investment arena in which the value-added contribution of the general partners 
provides greater assurance of exceptional returns over the long term. 

• The IPO bull market roared on in 1996, propelling retums on venture capital 
partnerships to levels not seen since the 1978-80 vintage years. Limited partners in 
venture funds formed as recently as three or four years earlier began seeing net 
interim intemal rates of return in excess of 20%, and sometimes 30% or higher. 
While experienced venture capitalists realize that such returns are not sustainable for 
prolonged periods of time, these interim IRRs reinforced investor interest in the 
sector. 


The analysis on these pages is by Asset Alternatives, Inc., Wellesley, MA; data provided by Asset 
Alternatives. Asset Alternatives, Inc., based in Wellesley, Massachusetts, is a leading provider of 
information and analysis about the alternative-investment market, including the venture capital, 
mezzanine and buyout specialties. 
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• Venture firms increasingly need to raise larger funds, and are taking advantage of the 
current investor enthusiasm for the asset class to accomplish that goal. Several 
market developments have led to the rising demand for larger funds. Hirings and 
promotions have svvelled the ranks of general partners in many venture firms, 
enabling them to make more investments per уеаг. The average investment size is 
also increasing, due to the shrinking of syndicates and the desire of venture firms to 
invest in all or most rounds to avoid dilution. 

As a result of last year’s inflovv, net capital under management by the venture capital 
community increased 14.1% to just over $28 billion by the end of 1996, according to 
Asset Altematives. This figure broke the 1995 record of $24.6 billion by a wide margin. 
(The net capital figure is an eight-year rolling total of venture capital fund commitments, 
based on an assumption that capital remains within the venture community for an average 
of eight years before being returned to investors or written off.) After declining early in 
the 1990s, net capital under management, as well as commitment levels, have rebounded 
favorably. 



Other significant trends in commitments to venture capital last уеаг include the following: 

The average size of a new venture capital fund soared 72.5% in 1996 to $138 million. 
Though venture funds have been increasing in size steadily in recent years, this was the 
first time the average size had exceeded $100 million. Indeed, in 1995, when the average 
size grew 45%, it reached a record of “only” $80 million. 

A single partnership with $800 million in capital commitments, raised by a fund long 
identified with venture investing, inflated the 1996 average fund size. However, even if 
this fund is excluded, the average venture capital fund size last уеаг came to $122 million. 
Indeed, fully half of all venture capital funds raised in 1996 were $100 million or larger. 
What was once considered the “mega-fund” threshold in the venture sector has now 
almost become the minimal level for experienced firms. In fact, of the 20 first-time funds 
raised by new venture firms in 1996, seven had capital of $100 million or more. 
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While in short supply in the late 1980s and early 1990s, early-stage venture capital has 
again become abundant. This is due in large part to the recent strong performance of 
venture capital funds stemming from the strong receptivity of the public stock market to 
technology companies. 



A UTHOR\M\MOORD004.XLS 


Early-stage funds accounted for 39.3% of all commitments to venture capital limited 
partnerships in 1996, up from 25.9% in 1995. Because of the overall increase in venture 
fund commitments, the amount of capital raised by early-stage funds on an absolute basis 
more than doubled last уеаг to $2.6 billion from $1.2 billion in 1995. Late-stage venture 
funds received about a third of the capital for a second consecutive уеаг. On an absolute 
basis, $2.2 billion was committed to late-stage funds, up from $1.7 billion in 1996. 
Multi-stage venture capital funds (i.e., funds that intend to make both early- and late-stage 
investments) received 26.5% of the 1996 commitments, down from 38.4% the previous 
уеаг. On a dollar basis, multi-stage funds raised $1.7 billion in 1996, down slightly from 
$1.8 billion in 1995. 

The venture capital community made strides last уеаг in regaining “market share” from 
other kinds of private equity investments. Commitments to venture funds amounted to 
20.5% of the $32.1 billion that investors committed to private equity partnerships of all 
kinds in 1996. Venture’s share was up from 16.5% in 1995. While that share is still 
considerably below the 48.3% that venture capital accounted for in 1985, the increase is 
significant because LBO and other types of corporate finance funds themselves raised a 
record $22.8 billion last уеаг. So, venture capital’s gain actually out-paced the increase of 
these other alternative investments. 

Though venture capital fund commitments in the first quarter of 1997 are more than 
double the $700 million raised in the first quarter of 1996, it is not yet possible to draw 
conclusions about the outlook for the entire new уеаг. Commitments follow few seasonal 
pattems, with the exception of a lull in the summer months and a surge at year-end. 
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However, there are reasons to be optimistic about the outlook for venture capital fund 
raising in 1997. 

Investor enthusiasm for private equity in general, and venture capital in particular, 
remains undiminished. In addition, a number of venture firms with long track records 
will be raising capital in 1997, and such firms are able to raise large sums with relative 
ease. At the same time, it appears possible that commitments to buyout funds will 
decline this уеаг because most of the major buyout firms have recently refunded. As a 
result, the venture capital community is likely to епјоу another strong funding уеаг and 
could, perhaps, recapture additional share of the private equity market. 



